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A National Inventory of Human Welfare 
No. 3. The Tax Burden 


Liquidating the costs of an expensive war and of a 
devastating depression is no small task even for the 
wealthiest nation in the world. Failure to liquidate war 
costs as rapidly as possible during the prosperity of 1923- 
1929 has added to our present difficulties. So long as the 
costs of the depression continue to mount the tax burden 
will necessarily increase. Furthermore, the process of 
liquidation will be long and taxes will continue high. 
Thus there is every incentive to promote prosperity and 
reduce the costs of unemployment relief so that the rela- 
tive burden of taxes will be less. It has been pointed out 
that if our national income were to increase from $39.8 
billions, the estimate for 1933, to $83 billions, the figure 
of 1929, the difference would be about enough, at present 
tax rates, to retire the national, state, and local govern- 
mental debts,’ if all were absorbed by taxation. 


FEDERAL TAX TRENDS 


Total tax collections of federal, state and local govern- 
ments steadily increased from $7,234,000,000 in 1923 to 
$10,266,000,000 in 1930. By 1932, the latest year for 
which total figures are available, they had decreased to 
$8,147,000,000.2 The National Industrial Conference 
Board estimates that total tax collections in 1934 will 
amount to between $9 billion and $10 billion. 

Federal tax collections hovered about the three billion 
mark from 1923 to 1930, a period which would have per- 
mitted a much more rapid reduction in the war debt. The 
depression brought a decrease from $3,468,000,000 in 
1930 to $1,786,000,000 in 1933, or over 48 per cent. In 
the fiscal year ending June 30, 1934, however, they in- 
creased to $2,892,000,000 and internal revenue collections 
from July 1 to December 31, 1934, amounted to $1,537,- 
478,927, a gain of $321,933, '377 over the corresponding 
period of the previous year. Liquor taxes were $214,- 
078,268, an increase of $115,660,106; tobacco taxes were 
$226, 520, 957, an increase of $27, 197, 541; income taxes 
totaled $420,582,946, an increase of $103,744,703, of 
which $71,508,189 was collected from corporations and 
$32,236,514 from individuals ; miscellaneous internal rev- 
enue was $847,447,463, an increase of $89,303,404; and 


1 Harold S. Buttenheim, “What Do We Want from Taxes?” 

Survey Graphic, August, 1934, p. 374. 

eg as Government, 1923-34, National Industrial Conference 
oard, p. 


agricultural adjustment taxes were $260,448, 517, a gain 
of $128,885,269. 

Of federal tax collections in 1930 income taxes pro- 
duced 66.5 per cent, miscellaneous internal revenue 17.3 
per cent, and customs 16.2 per cent. During the fiscal 
year of 1934 the corresponding percentages were 27.7 
per cent, 49.7 per cent, and 10.6 per cent. This change 
in percentages demonstrates the devastating effects of the 
depression on income available for taxation and on foreign 
trade. It also indicates the necessity of resorting to other 
forms of taxation to supplement the dwindling returns 
from income taxes and customs. Among the important 
changes in items of miscellaneous internal revenue taxes 
are the inheritance tax which increased from $47,422,000 
in 1932 to $103,985,000 for the fiscal year ending June 
30, 1934, the taxes on liquor which during the same period 
increased from $8,704,000 to $258,911 000, tobacco taxes 
from $398,579,000 to $425,162,000, stamp taxes from 
$32,241,000 to $66,761, 000, and other comparable miscel- 
laneous taxes from $14, 027 000 to $96,746,000. Other 
miscellaneous taxes which were not in effect in 1932 
brought in during 1934 $202,575,000 from gasoline excise 
taxes, other manufacturers’ excise taxes $187,470,000, 
gift taxes $9,153,000 and taxes under the National Indus- 
trial Recovery Act $133,028,000. 


TRENDS IN STATE TAXES 


Tax collections by state governments steadily increased 
from $917,000,000 in 1923 to $1,780,000,000 in 1930. By 
1932, however, they declined to $1,642,000,000 the latest 
figure available. The results obtained in 1933 and 1934 
from the sales tax epidemic, the liquor tax levied after 
the repeal of prohibition and from the introduction of 
income taxes by a number of states remain to be seen. 
Probably there will be pronounced differences in the 
amounts obtained from the various sources of revenue. 

The most productive sources of revenue for state gov- 
ernments are the taxes on motor fuel and motor vehicle 
licenses, accounting in 1931 for $705,000,000, or 40 
per cent of the total taxes from all sources.* These taxes 
are included in a broad group of taxes designated as li- 
censes and permits which in 1932 yielded $979,000,000, 
or 59.7 per cent of all state taxes. 

General property taxes, not including such taxes col- 


3 Ibid., p. 25. 
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lected by states and allocated to local governments yielded 
$323,000,000, a decrease of $25,000,000 compared to 1922. 
Furthermore, the percentage of revenue derived from this 
source decreased from 40.6 per cent in 1922 to 19.7 
per cent in 1932. Great variation exists among the vari- 
ous states in the relative emphasis put on the general prop- 
erty tax. In 1922 the ratio of general property taxes to 
total taxes ranged from .01 per cent in California to 92.16 
in Nebraska. By 1932 Nebraska had reduced her ratio 
to 39.1 per cent and California hers to .005 per cent. All 
of the states during this period made significant reduc- 
tions in their ratios but Arizona with a ratio of 65.2 
per cent and Nevada with a ratio of 52.6 per cent were 
still getting the majority of their taxes from this source. 
Many other states were obtaining over 30 per cent and 
some over 40 per cent. Although there have been signifi- 
cant changes in opinion as to the proportion of the total 
state tax burden which the general property tax should 
bear, states which have little industrial development and 
obtain relatively limited returns from special taxes are 
likely to cling tenaciously to the general property tax. 

According to the classification of the United States Bu- 
reau of the Census‘ the revenue derived from state income 
taxes increased from $29,000,000 in 1922 to $48,000,000 
in 1932, and income taxes provided only 3.4 per cent of 
the total state taxes in 1922 and 2.9 per cent in 1932. 
The classification of the Bureau, however, does not afford 
a true picture of the extent to which states derive revenue 
from income taxes. New York, Massachusetts and Wis- 
consin share with localities revenue from income taxes. 
Furthermore, in some states, “franchise or privilege taxes 
measured by net income are classed as business licenses” ® 
and help to swell thé large proportion of taxes derived 
from licenses and permits. Although “twenty-nine states 
now levy some form of income tax upon individuals or 
corporations or both” nevertheless “the income tax con- 
tinues to be only a minor appendage to the revenue 
system.”’® 

Collections from state inheritance taxes increased from 
$66,000,000 in 1922 to $144,000,000 in 1932. These 
taxes were 7.7 per cent in 1922 and 88 per cent in 1932 
of total taxes. 

“Other special taxes” increased from $101,000,000 in 
1922 to $142,000,000 in 1932 but their percentage of total 
taxes decreased from 11.7 per cent to 8.6 per cent. In 
1932 state governments derived about eight per cent of 
their revenues from public service enterprises which are 
generally self-supporting.’ 


TAXATION 


Local tax collections increased steadily from $3,157,- 
000,000 in 1922 to $5,018,000,000 in 1930 and by 1932 
decreased to $4,716,000,000, the latest figure available. 
Of the total in 1922, 94.2 per cent was derived from the 
general property tax, in 1932, 92.5 per cent. During this 
period various states provided for the allocation to local 
governments of part of the proceeds of state-collected 
taxes. Nevertheless, the general property tax holds a 
predominant position in local taxation.* The ratio of 
general property taxes to total taxes of localities in- 
creased between 1922 and 1932 in 23 states and decreased 


4 Financial Statistics of State and Local Governments, 1932. 

5 Cost of Government, 1923-34, National Industrial Conference 
Board, p. 26. 

6 Herbert D. Simpson, “The Scope of State Income Taxation,” 
The Tax Magazine, April, 1934. 

7 Tax Policy League, Bulletin No. 8, June, 1934, p. 2. 

8 Cost of Government, 1923-34, National Industrial Conference 
Board, p. 27. 


in 25 states. The general result was to decrease the ratio 
for all states only 1.7 per cent. 

The next largest item in local tax collections was $256,- 
979,000 derived from licenses and permits. Income taxes 
yielded $53,873,000, over $23,045,000 of which was col- 
lected in Massachusetts, $20,875,000 in New York, and 
$9,953,000 in Wisconsin. Inheritance taxes brought 
$5,457,000, over $3,910,000 of which was collected in 
Ohio. Poll taxes amounted to $13,137,000 and “other 
special taxes” brought in $25,144,000. About nine 
per cent of city revenues were obtained from public serv- 
ice enterprises which are generally self-supporting.” 


TAXATION IN RELATION TO NATIONAL INCOME 


From 1923 to 1929 tax collections absorbed from 10.2 
per cent to 11.8 per cent of the estimated national income. 
The percentage increased to 14.6 per cent in 1930, to 17 
per cent in 1931 and to 20.7 per cent in 1932.°° This 
increase was due primarily to the drop in national income 
which decreased faster than tax collections. Further- 
more, the per capita tax was decreasing at the same time 
that the percentage of the national income absorbed by 
taxes was increasing. In 1930 the per capita tax was 
$83.33, in 1931 $74.96 and in 1932 $65.27. In 1932 the 
ratio of taxes to national income in Great Britain was 
28 per cent, in France 25 per cent and in Germany 21.9 
per cent. In that year, in Great Britain the per capita 
tax was $93.85, in France $54.26 and in Germany $37.26. 
Thus the ratio of taxes to national income in the United 
States was lower than in any of these countries and the 
wealth of the United States permits a higher per capita 
tax than in any other country. 


INEQUITIES IN THE TAX SYSTEM 


About 100 years ago the ownership of property was the 
best test of ability to pay taxes. ‘The general property 
tax on real and personal property was considered the best 
form of tax for state and local governments. With the 
increase in the forms of valuable personal property which 
could be easily concealed the burden of the general prop- 
erty tax fell increasingly on real estate and visible forms 
of property. Some years ago New York State found that 
only five per cent of the tax was derived irom personal 
property and 95 per cent from real estate, and the per- 
centage from personal property has continued to decrease. 
This trend has induced some states to resort to a classi- 
fied property tax with varying rates hoping that lower 
rates on personal property would coax it out of hiding. 
Other states have concluded that it is better to drop the 
tax on personal property and to get at the ability to pay 
of those who have property in that form through income 
taxes. Many people have large incomes from securities 
and salaries and yet own no real estate. It is unfair to tax 
real estate disproportionately and let income from securi- 
ties and salaries escape. 


The data for 1926 show that $1,962,000,000 was derived 
from federal income taxes and about $142,000,000 from 
state income taxes, or a total of $2,104,000,000, while state 
and local property taxes yielded $4,311,000,000. On the 
basis of these figures and using the rates of the federal 
revenue act of 1932 Professor H. D. Simpson has esti- 
mated that $1,700,000,000 could very well be collected on 
individual incomes and $1,300,000,000 on corporate in- 
comes, or a total of approximately $3 billion. The maxi- 
mum ever collected in federal income taxes was $2,411,- 


® Tax Policy League, Bulletin No. 8, June, 1934, p. 2. 
10 Cost of Government, 1923-34, National Industrial Conference 
Board, p. 21. 
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000,000, in 1930. Assuming that we wanted to reduce 
by one-half the $4,311,000,000 derived from property 
taxes and to collect an equivalent amount from state in- 
come taxes Professor Simpson estimates that a flat rate 
of six per cent on corporation income would yield $600,- 
000,000 and an income tax on individuals could be made 
to yield $1,500,000,000." A recent study of certain areas 
shows that in 1928 the property tax absorbed eight per cent 
of the total net income of those with incomes of $2,000 
or less.” 

Obviously this would be a great relief to farmers and 
urban owners of real estate whose incomes are small or 
nil. During the depression many land owners had little 
or no income and this fact has brought about a vast 
amount of tax delinquency, averaging 25 per cent of the 
levy in 145 cities and ranging from 7.1 per cent to 44 
per cent in the counties of 19 states studied in 1933." 
Many have lost their property through inability to pay 
taxes. 

It is generally agreed by experts that land ownership 
as an indication of ability to pay must be retained as a 
basis of taxation. Those who derive income from land 
ownership are surely in as good a position to pay taxes in 
proportion to ability as others. In fact, they may be able 
in many cases to shift their taxes to those who pay them 
rent. In such cases they could be reached under an in- 
come tax. Furthermore, land which yields no income 
and is held for speculative purposes can be taxed enough 
to compel its use. Land that is “improved” can be taxed 
proportionately more than the improvements to encourage 
the development of better living and business facilities. 
This has been done in Pittsburgh with good results and 
it has been pointed out that “in providing the public rev- 
enues of any city, the less we tax land the less is the pres- 
sure on owners to sell or use the land for housing projects. 
The less we tax improvements, on the other hand, the 
greater inducement there is to erect new homes or im- 
prove old ones. Obviously, a rational system of real estate 
taxation will reverse the first trend and strengthen the 
second. By raising more revenue from the land and less 
from buildings, two essentials of low-cost housing will be 
achieved: land will become cheaper to buy and develop, 
and homes will become cheaper to own or rent.’’!* 

The principle of placing the main burden of property 
taxation on land is the heart of the “single tax’’ program 
which Henry George advocated. While economic de- 
velopments have rendered any single tax program obso- 
lete, the principle of making land, in the light of potential 
wealth production, rather than existing improvements on 
land, the basis of real property taxation is as significant 
today as when it was first advanced. 

In general, farmers pay a disproportionate percentage 
of their income for taxes. This is because the incomes of 
farmers are low, most of their wealth is visible and most 
of their taxes are paid under the general property tax. 
In 1924-25 they paid only a small fraction of one per cent 
of their taxes to the federal government ($10,000,000 
out of $1,500,000,000 total farmers’ taxes) as income 
taxes.° A Wisconsin study shows that in 1924 the aver- 
age farmer in that state paid as taxes 19 per cent of his 


11H. D. Simpson, “The Scope of State Income Taxes,” The 
Tax April, 1934. 

12 j 

18 Tax Policy League, Bulletin No. 7, May, 1934, p. 1. 

_1 Harold S. Buttenheim, “The Relation of Housing to Taxa- 
tion,” Lazy and Contemporary Problems (Duke University, Dur- 
ham, N. C.), March, 1934, p. 199. 

15 Report of the Business Men’s Commission on Agriculture, 
National Industrial Conference Board, p. 229. 
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net income, the average city man paid 6.5 per cent, and 
the average village man 5.9 per cent.'* For the United 
States as a whole real estate taxes of farmers in 1930 took 
21.9 per cent of the gross rentals on cash-rented farms.** 
However, the average farm tax per acre declined from 
58 cents in 1929 to 46 cents in 1932, or 20.6 per cent, a 
decided boon to an overburdened group of taxpayers.'* 

Although local governments might well continue to get 
a major portion of their revenues from a real estate tax, 
it has been suggested that state governments should re- 
linquish the general property tax and obtain such revenues 
as they need from income taxes, excises and business 
taxes.’® If left to localities a specialized property tax on 
real property, with site value assessed more heavily than 
improvements, “would make the acquisition of land by 
young farmers in the future an easier task and would 
tend to diminish the force of the growing tendency 
toward tenancy.”*° If a farmer buys a $10,000 farm, 
pays $2,000 down and gives a mortgage for $8,000, he 
will pay taxes on the $10,000 and the mortgagee will, as 
a rule, pay no taxes on his claim. As a result the prop- 
erty tax becomes a “device by which a large part of the 
communities’ taxes are loaded upon the debtor class and 
escaped by the creditors.” 


Competition between localities in underassessment, 
although it has been checked somewhat by State Boards 
of Equalization or State Tax Commissions, would be abol- 
ished if states relinquished the general property tax. 

In so far as they can, those upon whom excise taxes, 
sales taxes and custom duties are levied try to shift them 
to consumers. Excise taxes—a specialized form of sales 
tax, on luxuries, tobacco and alcoholic drinks—can easily 
be justified as a means of revenue or as a limitation on 
consumption. A gasoline tax for highway building makes 
those who receive special benefits contribute to the ex- 
pense. But general sales taxes, so many of which have 
been levied during the last few years, run counter to all 
the canons of taxation. They are bad for business be- 
cause they take no account of overhead costs, indebted- 
ness, or rate of turnover, they may be compounded, and 
they decrease disproportionately the purchases of the 
poorer consumers. These facts alone condemn sales taxes 
with many business men, quite apart from the injustice of 
taxing the poor more heavily than the well-to-do who can 
pay such taxes and hardly realize it. General sales taxes 
are difficult to administer and whether governments will 
get all that business men have collected is always open 
to question. On the other hand there may be cases where 
business men are unable to shift all or a portion of the 
tax, and this may mean a deduction from earnings which 
represents the difference between their success and fail- 
ure in business. 


Income and inheritance taxes can be made to approxi- 
mate ability to pay more nearly than other forms of taxa- 
tion. However, federal income tax rates were reduced 
five times during 1921-1929 and exemptions, immunity 
from taxation, and methods of evasion have been permit- 
ted to continue long after experts pointed out remedies. 


16B. H. Hubbard and B. W. Allin, Tax Burdens Compared, 
Bulletin 393, Wisconsin Agricultural Experiment Station, 1927, 


p. 8. 
17 73d Congress, 2d Session, House Document, No. 406, p. 17. 
oan Press release, U.S. Department of Agriculture, December 22, 


\9 Report of the Business Men’s Commission on Agriculture, 
p. 
20 Tbid., p. 235. 


21 Harold M. Groves, “A Tax Policy for the United States,” 
New Republic, February 7, 1934, p. 359. 


— 


Saturday, February 2, 1935 


Although the depression is an emergency comparable to 
the war period the Revenue Act of 1934 failed to include 
tax schedules equal to the Revenue Act of 1918 when the 
maximum normal tax was 12 per cent and the maximum 
surtax was 65 per cent. As the law now stands the maxi- 
mum normal tax is four per cent, a reduction of the eight 
per cent in the Revenue Act of 1932, and the maximum 
surtax is 59, an increase of the 55 per cent maximum of 
the Revenue Act of 1932. 

Although a person having $1,000,000 net income would 
pay a $533,060 tax it is important to remember that he 
thas $466,940 left, a significant consideration when con- 
centration of wealth and income has already become a 
principal economic problem. For those who have more 
than $1,000,000 net income the surtax rates remain the 
same. During 1922-1929 the number of persons having 
$1,000,000 and over increased 665 per cent, the greatest 
increase of any of the income classes having $5,000 or 
more. In fact, the surtax rates are not equitable even 
among the higher income groups; the higher the income, 
the wider the “brackets,” and the slower the increase in 
the surtax rate. Our federal income tax law is not as 
far-reaching either in the low or the high income brackets 
as the British law where the income tax on a million dol- 
lars amounts to 63.9 per cent of total net income. In 
France it is 53.9 per cent and in Germany 49.7 per cent 
but they reach farther down among the low income 
groups. 

It has been estimated that there are about $42 billion 
of federal, state and local securities which are wholly or 
partially tax-exempt. “Because of high surtax rates on 
the upper levels of income, persons with more than a 
million dollars of incdme find the net yield of a 4 per cent 
tax-exempt bond greater than that of a taxable security 
paying a regular 10 per cent dividend.”* Although the 
major portion of these securities is in the portfolios of 
banks, insurance companies and institutions having money 
to invest the government’s continued practice of issuing 
them offers a convenient mode of escape for wealthy tax- 
payers. The salaries of hundreds of thousands of fed- 
eral, state and local government employes also constitute 
a considerable portion of untaxed income. Various forms 
of partnership and corporations have been devised to en- 
able individuals with large incomes to escape taxation. 

Among the states which do not have income taxes are 
such rich and populous ones as Michigan, Illinois, Ohio, 
Pennsylvania, New Jersey and Indiana; “many [states] 
impose rates that are little more than a gesture” ; and their 
laws “are quite as leaky” as the federal law.” 

Our federal inheritance tax law has an exemption of 
$50,000 and takes only 44.1 per cent of the total net estate 
of those who leave $10,000,000. If the estate is more it 
takes 60 per cent of the remainder. But the taxpayer is 
allowed to pay a major part of his federal inheritance tax 
with a state inheritance tax receipt.** Incidentally, the 
1926 act, which allowed this credit “nullified the advan- 
tage of those states which had been advertising them- 
selves as a haven for tax dodgers” and “all of the states 
but Nevada now levy inheritance taxes of some sort, and 
thirty-four have enacted legislation to enable them to take 
full advantage of the eighty per cent provision.”** The 
British inheritance tax takes 51 per cent of a $10,000,000 
net estate and reaches down to estates of $1,000. 


22 Jbid., January 31, 1934, p. 327. 

23 [bid., February 7, 1934. 

24 [bid., February 7, 1934. 

25 Mabel L. Walker, “Getting Acquainted with Taxes,” Indepen- 
dent Woman, February, 1934. 


Tue Tax Poricy Leacur’s PROGRAM 


A special committee of the Tax Policy League has for- 
mulated the following fiscal program to aid recovery and 
encourage permanent prosperity : 

“1. Economy in governmental expenditures—national, 
state and local—should be constructive in nature, not 
adding needlessly to unemployment, nor forcing the elimi- 
nation of services essential to the public welfare. 2. Gov- 
ernment should always be prepared to take up the slack 
occasioned by a decrease of business activity by carrying 
on a vigorous program of public works and services. 
3. Balancing of revenues and expenditures—especially by 
the federal government—should be cyclical, not annual. 
Abnormal outlays should, therefore, be financed mainly 
by borrowing, with more rapid amortization than hereto- 
fore in periods of prosperity. 4. Increased reliance on 
graduated taxes on incomes and inheritances and on care- 
fully planned levies upon land values will partially offset 
the maldistribution of buying power which has been an 
aggravating factor in the present business depression. 
5. Social security for every citizen, financed as far as 
necessary through the power of taxation, could be made 
an important factor in assuring nation-wide sustained pur- 
chasing power. 6. The present distress of local govern- 
ments should be eased through consolidation and re- 
organization of many local units, through more scientific 
and more efficient administration of real estate taxes, 
through carefully devised equalization grants for certain 
functions having both state and local significance, through 
increased sharing of state-collected taxes, and through 
more effective supervision of local fiscal methods. 7. Per- 
sonal property taxes, which are administratively unsatis- 
factory, and general sales and poll taxes, which are re- 
gressive in nature and therefore constitute an unfair bur- 
den upon the poorer classes, should be abolished as speedi- 
ly as possible. 8. Tax-limiting provisions and uniformity 
clauses in the state constitutions should be repealed. 
9. There should be much more scientific and mutually 
helpful coordination than now exists among the tax sys- 
tems of the federal, state and local governments.” 


Tue Use or TAXES 


In answer to the query “What Do We Want of Taxes?” 
Harold S. Buttenheim?* points out that those who desire 
to cripple government services will suffer, as well as 
others, in consequence, and that land values and other 
values depend more than they realize upon governmental 
expenditures and services. It has been pointed out, fur- 
thermore, that “a program of public works and services 
vast enough to insure for every worker a well-paid job, 
could be financed by taxation out of wealth which, but 
for such taxation, would never be produced at all.” 

Government expenditures are not ‘a stream poured into 
a bottomless pit, but . . . water deflected temporarily to 
operate an energy-producing turbine, and then returned 
into the stream of individual purchasing power.” Our 
communities can be largely rebuilt to provide adequate 
living conditions, better recreation and health facilities, 
and opportunities for cultural advancement. Perhaps the 
most important thing we should buy with our taxes is so- 
cial security—the “removal of the fear of unemployment 
in days of vigor and of dependency as vigor declines.” 
Such security is not only humanitarian. It stimulates buy- 
ing and employment and forestalls depressions. A just 
and scientific system of taxation is obviously an important 
means to this end. 


26 Survey Graphic, August, 1934, p. 372. 
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